1.1 Explain the income tax, capital gains tax and VAT implications for Kedibonye, Keeya and
Phokoje Ltd of the two options for selling the Phokoje Ltd to Phofu Ltd.
Option 1: sale of trade and assets

The sale of the trade and assets will be made by Phokoje Ltd. So any tax liabilities arising
will be recognised by Phokoje Ltd. Kedibonye and Keeya will then be required to withdraw
the profits from Phokoje Ltd. 1

Income Tax implications for Phokoje Ltd

e Goodwill

Disposal of goodwill does not give rise to any income tax implications. 1
e Inventory

The profit on the disposal of the inventory is P1,800,000 (i.e. P10,500,000 — P8,700,000)1
e Receivables

There is a loss of P1,500,000 (P9,000,000 — P10,500,000) being the difference between
the income tax value and the market value. 1

e Plant & machinery

The balancing charge is computed as follows:

P’000
Income tax value 10,050
Less market value 11,700
Balancing charge 1,650

In summary, the additional taxable income for the year ended 30 September 2024 is as

follows: P’000

Goodwill 0 1
Inventory 1,800 1
Receivables (1,500) 1
Plant & machinery 1,650 1

Taxable income 1,950



Capital gains tax implications for Phokoje Ltd

e Goodwill
P’000
Market value 12,000
Less: allowable cost (3,000)
Un-indexed gain 9,000
Moveable allowance at 25% (2,550) 1
Chargeable gain 6,750

Total additional taxable income for the year ended 30 September 2024:

P’000
Taxable income 1,950
Chargeable capital gain 6,750
Total additional taxable income 8,700
Additional company tax liabilities = P8,700,000 x 22% = P1,914,000. 1

VAT implications for Phokoje Ltd

Phokoje Ltd and Phofu Ltd can make an election to treat the transfer as zero-rated. The
transfer would satisfy the requirement of transfer of a going concern as both the seller
and the buyer are registered for VAT. And it is recommended for the two to make such an
election. 2

Tax implications for Kedibonye and Keeya arising on the sale of the trade and assets

The profits for the year and those realised from the disposal of assets are belong to
Phokoje Ltd. Kedibonye and Keeya will only suffer tax on the extraction of the profits from
the company. 1



P’000

Gross proceeds 48,000.0
Less tax liabilities (1,914.0)
Available for distribution 46,086.0
Withholding tax on dividends 10% 4,608.6
Net dividend 41,477.4

Dividend received by each shareholder:
Kedibonye — 40% x P41,477.40 16,590,960
Keeya — 60% x P41,477.40 24,886.440

Therefore, Kedibonye and Keeya will receive a total net amount of P41,477,400 on the
sale of the trade and assets of Phokoje Ltd.

Option 2: Sale of all the shares by Kedibonye and Keeya

Income tax implications for Phokoje Ltd

There will be no income tax implications as there is no deemed disposal of the assets.
Capital gains tax (CGT) implications for Phokoje Ltd

There are no CGT implications.

VAT implications for Phokoje Ltd

There are no VAT implications

Tax implications for Kedibonye and Keeya

Kedibonye and Keeya will only be liable to CGT as follows:

Kedibonye Keeya

P’000 P’000

Sales proceeds 19,200 28,800
Less allowable cost (1,200) (1,800)
Un-indexed gain 18,000 27,000
Less moveable allowance at 25% (4,500) (6,750)

Chargeable gain 13,500 20,250



1.2

Tax thereon:

Tax on first P156 000
(P13,500,000-P156 000) x 25%
(P20,250,000-P156 000) x 25%

Tax payable

Net cash receivable:

Gross proceeds
Less tax payable

Net cash

P P
13 650 13 650
3,336,000
5,023,500
3,349,650 5,037,150
19,200,000 28,800,000
(3,349,650) (5,037,150)
15,850,350 23,762,850

Available marks

Maximum marks

36

30

Advise, based on tax savings, Kedibonye and Keeya which is the best option for selling

the Phokoje business.

Based on tax savings, the best option for selling the Phokoje business is option 1, sale of

the trade and assets.

1

Under Option 1, Kedibonye and Keeya will receive a total net cash of P41,477,400 while
under Option 2, they will increase P1,864,200.

Therefore, Kedibonye and Keeya must choose Option 1 and increase their net cash from

the disposal of the business by P1, 864,200 (P41, 477,400 - P39, 613,200).

Available marks

Maximum marks

2

q



1.3 Explain the tax implications for Kedibonye if the property is donated or sold
on an interest free loan (Exhibit 2). Also explain the tax implications for
Kedibonye in respect of the income earned by the trust.

Transfer of property (office block) to the trust
1. By donation

A donation is a gratuitous transfer of property and will be liable to capital transfer tax.
1

However, since the income from the property will be used for the education, training
and maintenance of the children, the donation will be exempt from capital transfer
tax. 1

From an income tax perspective, the income from the trust which is for the benefit of
minor children will be taxed on the settlor during the period of their minority. The
income from the trust will be included in the gross income of Kedibonye. Since
Kedibonye is a high earner, the income will be taxed at 25%. 1

Tax liability on trust income charged on Kedibonye:
P172,500 x 25% = P43,125 1
2. By sale of property

If the property was sold to the trust, it would be a sale at full market value for the
purposes for capital gains tax. 1

Kedibonye would be liable to tax on the following chargeable gain:

P’000
Market value 3,450.0
Less allowable cost (1155.0) 1
Un-indexed gain 2,295.0
Indexation allowance (Aug 2018 — Sept 2024):
(2524.8 — 1860.3)/1860.3 x P1,150,000 (410.8) 1

Chargeable gain 1.884.2



Since the property was sold to the trust, it cannot be treated as a settlement or
donation of the donor. Therefore, the income from the trust will be taxed in the name
of the trustees and charged tax in the Keeya amount as if it was taxed on the
beneficiaries. 1

The tax payable by the trustees on the trust income of P172,500 will be as follows:

Tshepo Thabo
P P
Taxable income P172,500/2 86,250 86,250 1
First P84,000 4,200.00 4,200.00
Next P2,250 x 12.5% 281.25 281.25 1
Tax liability 4,481.25 4,481.25
Total tax payable by the trustees = P4, 481.25 + P4, 481.25 = P8, 962.50. 1
Available marks 11
Maximum marks 8
Total available 52

Maximum marks 40



Question 2

a)

b)

Calculation of the taxable employment income fye 30 June 2020:

Annual salary
Employee contribution to ASF at 10%
Employer’s contribution to ASF at 10%
Contribution to provident fund
Car benefit (624,000 — 200,000) x 15% + 10000
Employer’s medical aid contribution
Employee’s medical aid contribution
Capital allowances on the laptop:

P36, 400 x 25% x 60%
Family holiday package
Leave commutation pay:

38/ (22 x 12) x P780,000

Taxable employment income

Calculation of taxable income fye 30 June 2020:

Employment income

Foreign rental income

Foreign dividends (P68,6400/88%) = 78,000
Foreign interest income (P29,250/90%)

Total taxable income
Tax payable:
First P156,000

Next P758,913 x 25%

Tax liability before tax on foreign dividend
Tax on foreign dividend P78,000 x 10%

P
780,000
(78,000)

(5,460)
0

112,273

13,050
189,728
202,778

7,800

210,578
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Less Double tax relief:

On foreign dividend: lower of:
Botswana equivalent (as above)
Foreign tax suffered P78,000 x 12%

On foreign interest: lower of:
Botswana equivalent
P202,778 x 32,500/914,913
Foreign tax P32,500 x 10%
Less PAYE on salary

Tax payable

Restriction of allowable interest

(7,800) 2
7,800
9,360
(3,250) 2
7,203
3,250
(165,165) 1
34,363 6

There is a restriction of allowable interest to 30% of the tax earnings before interest, tax,

depreciation and amortisation (EBITDA). The restriction applies to interest that both

applies to revenue and capital.

Calculation of allowable interest:

First calculate the tax earnings:

Net profit per accounts

Goodwill impairment losses

Exchange losses on purchase of delivery van
Depreciation of equipment

Amortisation of intangible assets
Revaluation gains on property

Legal fees disputing a tax assessment

Tax planning for Joshua Dumela

Taxable earnings

120,000
44,000
530,000
138,000
(332,000)
55,000
72,000

2,022,000

L =



Allowable interest: 30% of Tax EBITDA

Taxable earnings 2,649,000 1
Interest expense 2,200,000 1
Depreciation 530,000 1
Amortisation 138,000 1
Tax EBITDA 5,517,000
Allowable interest = 30% of tax EBITDA
P5,517,000 x 30% = P1,655,100 1
The disallowable interest is:
P2,200,000 — P1,655,100 = P544,900 1
Calculation of taxable income for High Valleys Hotel for the y/e 30 June 2024:

P
Tax earnings 2,649,000
Add: disallowed interest 544,900
Taxable income 3,193,900 2

15

Available marks: 38

Maximum marks:35



Question 3

3.1 Computation of the final taxable income for Cyber Ltd for the year ended 30 June 2024,
after taking into account the transactions in Exhibit 1:

P
Draft taxable income 21,849,000
Sale or return goods 330,000

Decrease in general allowance for receivables:
(P570,000 — P975,000) 405,000

Interest expense 120,000
Held-over gain now chargeable (W1) 150,000

Chargeable gain on disposal of
replacement property (W2) 988,829

Disposals of:

Plant — balancing charge

Proceeds 525,000
ITV b/f (202,500)

Balancing charge 322,500

New plant — cost 975,000
Less: rollover relief (322,500)

Cost for capital allowance 652,500

Capital allowance — P652,500 x 25% (163,125)



Disposal of equipment:
Balancing allowance — P441,000 — P360,000

Disposal of cryptocurrency:

Sales proceeds 250,000
Less allowable cost- 50% x P200,000 (100,000)

150,000
Less: moveable allowance at 25% (37,500)

Chargeable gain

Working 1 — Computation of held-over on the disposal of the first property:

Minimum replacement cost:
Original investment
Chargeable gain on disposal

Cost of replacement property

Amount not invested & immediately taxed

Amount held-over and taxable on the earlier of:

e 10 years from disposal date and

e When the replacement property is disposed
P350,000 — P200,000 =

P

(81,000)

P

770,000
350,000

1,120,000
(920,000)

150,000



3.2

3.3

3.3.1

Working 2 — Computation of chargeable gain on disposal of replacement property:

P P
Sales proceeds 2,280,000
Less: allowable cost (920,000)
Un-indexed gain 1,360,000
Less: indexation allowance:
May 2017 to June 2024:

(2524.8 -1799.0) / 1799.0 x P920,000 (371.171)

Chargeable gain 988,829

Computation of self-assessment payments:

Tax liability on estimated taxable income:
P21,500,000 x 22% 4,730,000

This should have been paid in 4 equal instalments during the tax year.

Computation of actual tax payable for year ended 30 June 2024:

P
P22,982,204 x 22% 5,056,084.88
Less: self-assessment tax paid (4,730,000.00)
Tax payable 326,084.88

Brief explanation, with illustrations, on how the items in Exhibit 2 will be accounted for

under VAT.

Cyber Ltd will be required to pay transfer duty of:

P
Purchase price 2,250,000
Less: exemption (1,500,000)
Chargeable transfer 750,000
Transfer duty at 5% 37,500

The transfer duty of P37,500 will be treated as input VAT for Cyber Ltd.



3.3.2

3.3.3

334

Importation of management services

The importation of services for business purposes is not subject to VAT. Therefore,
Cyber Ltd will not be required to pay any VAT on the management consultancy.

1
Deposit on a returnable container
A deposit on a returnable container is subject to VAT. 1
The input VAT = P18,000 x 14% = P2,520 1

Deposit on the purchase of a truck on credit

VAT will arise on the payment of a deposit on the purchase of a truck on credit
because the credit is treated as a sale. 1

The input VAT will be based on the cash value of the supply.
P930,000 x 14% = P130,020. 1

Grand Total: 25 marks



